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AMERICAN INSTITUTE OF ACCOUNTANTS 


Meeting of Council 


The regular spring meeting of council of the 
American Institute of Accountants will be held 
at the offices of the Institute, 135 Cedar street, 
New York, on April 9th. The session will 
convene at 10 a.m. Reports of officers and 
committees will be heard and other business 
which may be brought before the council will 
be transacted. 


Examinations 


The regular spring written examinations of 
the Institute will be held on May 17th and 
18th. Applicants for admission to the Insti- 
tute who desire to sit for examination on those 
dates should file their applications prior to 
April 1st. The examinations will be held at 
New York and at other cities to suit the con- 
venience of applicants. 


Valuation of Inventories 


Following inquiries regarding the extent of 
the public accountant’s responsibility in the 
valuation of inventories, as stated in the cir- 
cular letter of the Institute’s special committee 
on codperation with bankers sent to the mem- 
bership under date of December 20th, the com- 
mittee has issued the following statement clari- 
fying its position in this matter. 


“In reply to inquiries as to the interpretation 
of the phrase, ‘to use such further methods of 
substantiating the quantities and the saleability 
of the merchandise as may come within the 
range of proper accounting procedure’, as used 
in the letter sent by this committee to the mem- 
bers of the American Institute of Accountants 
under date of December 20, 1933, it was the 
understanding of the special committee on co- 
Operation with bankers that this phrase was 
intended as meaning procedure such as is set 
forth in the federal reserve bulletin Verifica- 
tion of Financial Statements and did not imply 
the assumption by the accountants of any re- 
sponsibility beyond that covered by the afore- 
mentioned bulletin.” 


Audits of Governmental Bodies 


A pamphlet dealing with the auditing of ac- 
counts of governmental bodies has been pre- 
pared by the American Institute of Account- 
ants special committee on governmental ac- 
counting for publication and distribution by the 
Institute to all certified public accountants 
whose addresses are available. 


The paper sets forth the need for indepen- 
dent audit of municipalities and other govern- 
mental units and the proper method of engag- 
ing public accountants for this purpose. It con- 
tains comment on the scope of the audit and 
the proper presentation of the report. It is the 
desire of the committee that the pamphlet be 
given the widest possible distribution, and it is 
suggested that those who receive it place copies 
in the hands of municipal officers and others 
interested in the subject. Extra copies will be 
available at the Institute offices for this 


purpose. 


Circulating Library 

Attention of members and associates is again 
called to the facilities of the Institute’s circulat- 
ing library, which are at their disposal. The 
library has on its shelves all standard works 
on accountancy and many concerned with re- 
lated fields. It also subscribes to current 
periodical literature of the profession and a 
varied list of commercial and industrial publica- 
tions. 

Books and magazines may be borrowed by a 
memiber or an associate either in person or 
through the mails. In the latter case postage 
must be paid by the borrower. Books may be 
held for a period of two weeks and are subject 


to renewal. 


‘The following works have recently been ac- 
quircd by the library: 


Cost of Production Handbook, by L. P. Alford; 
Ronald Press Co., N. Y., 1934. 


Money and Banking, by F. A. Bradford; Long- 
mans, Green & Co., N. Y., 1934. 
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Guide to Income Tax Practice, by R. N. Carter 
and H. Edwards; Gee & Co., London, 1933. 

Theory and Practice of Modern Taxation, by W. 
R. Green; Commerce Clearing House, Inc., N. Y., 
1933. 

Corporation Finance, by H. E. Hoagland; Mc- 
Graw-Hill Book Co., N. Y., 1933. 

Kemmerer on Money, by E. W. Kemmerer; John 
W. Winston & Co., Chicago, 1934. 

Auditing of Municipal Accounts in New York 
State, by W. A. Lafferty; New York State Confer- 
ence of Mayors and Other Municipal Officials, 
bureau of training and research, Albany, N. Y., 1934. 

Municipal Accounting, how to start a municipal 
accounting system, by A. J. Lynn; The Kentucky 
City, December, 1933, January and February, 1934. 

Parent and Subsidiary Corporations, by F. J. 
Powell; Callaghans & Co., Chicago, 1931. 

How to Budget for Profit, by F. H. Rowland; 
Harper & Bros., N. Y., 1933. 

Labor Relations under the Recovery Act, by O. 
Tead and H. C. Metcalf; McGraw-Hill Book Co., 
New York, 1933. 

Prices, by G. F. Warren and F. A. Pearson; John 
Wiley & Sons, N. Y., 1933. 


Appointments of Institute Members 


_A press announcement of February 21st 
states that Orrin R. Judd, New York, has been 
appointed by a New York supreme court jus- 
tice as one of three trustees of an issue of 
mortgage certificates of the New York Title & 
Mortgage Company. 


A prospectus dated February 27, 1934, relat- 
ing to a bond issue of the American Water- 
works and Electric Company, Inc., states that 
George O. May, New York, is to be a member 
of an independent finance committee created 
under the bond indenture. 


Andrew Stewart, New York, has been ap- 
pointed accounting counsel to George W. 
Alger, Moreland commissioner, appointed by 
Governor Lehman to investigate mortgage 


guaranty companies operating in New York. 


John J. Wall, of Providence, R. I., has been 
elected by the city council of Providence to the 
office of commissioner of sinking funds to serve 
for three years. 


W.R. Blackman 


Word has been received of the recent death 
of W. R. Blackman, of Los Angeles, a certified 
public accountant of California and a charter 
member of the American Institute of Account- 
ants. Mr. Blackman had been in public prac- 
tice on his own account. 


William C. Caldwell 


William C. Caldwell, of Birmingham, 
Alabama, a member of the Institute since 1931, 
died on February 19th at the age of 55 years. 
Mr. Caldwell was a certified public accountant 
of Alabama and practised on his own account. 
He was a member of the Alabama Society of 
Certified Public Accountants. 


Homer E. Lewis 


Homer E. Lewis, a certified public accountant 
of Ohio and a member of the Institute since 
1930, died at Columbus on February 11th. He 
had formerly been associated with Lybrand, 
Ross Bros. & Montgomery and later had prac- 
tised on his own account. 


Study of Corporate Reports 


A study by Mortimer B. Daniels, assistant 
professor of accounting at the University of 
Michigan, of the published annual reports of 
294 corporations, on the basis of which he 
submits recommendations regarding the = 
entation of financial statements, has just 
published by the University of Michigan press. 


ERRATUM 


In the Bulletin of January 11, 1934, there 
was reported a resolution of the National Con- 
vention of Insurance Commissioners, making 
recommendations for the valuation of insur- 
ance-company portfolios as of December 31, 
1933. Through inadvertence, the following 
paragraph, which should have appeared as No. 
5 in the order of principles stated, was omitted: 

“5. Bonds and stocks purchased, other than by 
exchange, since June 30, 1931, shall be valued at 
the market price on November 1, 1933.” 
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Accounting Provisions of I. B. A. 
Rules of Practice 


Rules of fair practice, including a number 
of clauses which would affect the practice of 
the professional public accountant, proposed by 
the Investment Bankers Association and en- 
dorsed by the investment bankers code com- 
mittee as a supplement to the code of fair com- 
spar approved last November, are scheduled 
or public hearing beginning March 15th. 

The original code, as approved by President 
Roosevelt in November, was pronounced in- 
adequate in certain respects and the rules now 
proposed are intended to remove this deficiency. 
On March Sth they received the favorable vote 
of those assenting to the original code. The ac- 
counting provisions are regarded as particularly 
significant in that they would afford the in- 
vestor the protection of independent audits of 
corporations not under the jurisdiction of the 
federal securities act or the proposed bill for 
the regulation of national securities exchanges. 
Representatives of the American Institute of 
Accountants were called upon for advice in the 
drafting of the accounting provisions, and will 
attend the hearings. 

Under the proposed rules, the investment 
banker agrees not to originate or to participate 
in the distribution of any new issue of securi- 
ties unless there is available to investors, either 
in a prospectus or from public sources, adequate 
information with respect to the issuer, the 
nature of its business, its financial condition, 
the terms of the new security, and in addition 
all other information which must be contained 
in the prospectus. He also agrees to keep him- 
self reasonably informed of the financial con- 
dition of the issuer as long as any material part 
of the issue shall be outstanding in the hands 
of investors. 


The accounting provisions of article IV, ap- 
pertaining oo to origination of issues, 
are quoted below: 

SEC. 1. Agreements required of issuers. No in- 
vestment banker shall be the originator of any issue 
of securities (other than any of the classes of securi- 
ties mentioned in section 3 of the securities act of 
1933 and other than any security issued by a foreign 
government or political subdivision thereof) where 
the aggregate amount at which such issue is to be 
offered to the public exceeds $100,000, unless the 
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issuer of such securities shall agree with the origi- 
nator as follows: 


(2) Term of agreements. To comply with the 
requirements of this section so long as any part of 
such issue of securities shall remain outstanding. 

(6) Annual financial statements. To cause for 
each fiscal year to be prepared by independent pub- 
lic or certified accountants, an income statement, 
surplus statement and summary of changes in re- 
serves for such fiscal year and a balance-sheet as of 
the end of such year of the issuer as a separate cor- 
porate entity and of each corporation in which it 
holds, directly or indirectly, a majority of the vot- 
ing stock (hereinafter in this section called a sub- 
sidiary) together with such further information as 
may be necessary to disclose all intercompany hold- 
ings and transactions; or, in lieu thereof, eliminating 
all intercompany transactions, a similar set of con- 
solidated financial statements of the issuer and any 
or all of its subsidiaries accompanied by financial 
statements of the issuer as a separate entity and of 
any subsidiary not consolidated. 


If any such consolidated statements exclude any 
subsidiary, (1) the caption shall indicate the degree 
of consolidation; (2) the income statement shall 
show, either in a footnote or otherwise, the issuer's 
proportion of the difference between current earn- 
ings or losses and the dividends of such uncon- 
solidated subsidiary for the period accounted for in 
such income statement; and (3) the balance-sheet 
shall show, in a footnote or otherwise, the extent 
to which the equity of the issuer in such subsidiary 
has been increased or diminished since the date of 
acquisition as a result of profits, losses, and dis- 
tributions. 

Such statements shall show the existence of any 
default in interest or in sinking fund or amortization 
payments and any arrears of any cumulative divi- 
dends of the issuer or of any subsidiary whether 
consolidated or unconsolidated. 


In case there are any substantial items of profit 
or loss of a non-recurring nature, such as those aris- 
ing from the disposal of capital assets, they shall 
be expressly enumerated. If, for any reason, the 
examination of the accounts of any subsidiary shall 
have been made as of a date different from that of 
the issuer, that fact shall be stated either in the 
certificate of the accountants, or otherwise, together 
with a statement as to the extent of their examination 
of the interim transactions. Insofar as practicable 
the examination of the accounts of each subsidiary 
shall be made by or under the supervision of the 
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same accountants who examined the accounts of the 
issuer, but if the accounts of any subsidiary in- 
cluded in any consolidated statement, are examined 
by public or certified accountants other than the ac- 
countants who examined the accounts of the issuer, 
such fact shall be noted in the certificate of the lat- 
ter. If a consolidated balance-sheet includes assets 
and liabilities of foreign subsidiaries, the percentage 
of total assets and liabilities included which repre- 
sent the aggregate assets and liabilities of all such 
foreign subsidiaries shall be noted on the balance- 
sheet. The accountant’s certificates shall state the 
basis on which the accounts of foreign subsidaries 
are included in the consolidation and there shall be 
set forth in the certificate or in an appended certifi- 
cate any substantial differences in accounting prac- 
tice employed by the foreign subsidiary or sub- 
sidiaries insofar as such differences shall be known 
to the certifying accountant. 

Every balance-sheet prepared in accordance with 
the above shall disclose the basis used to compute 
the figures at which the principal asset items are 
carried thereon. Where any liability of the issuer 
is secured on any assets of the issuer, the balance- 
sheet shall show that such liability is secured, and 
if the security consists in whole or in part of current 
assets it shall show such fact and the general nature 
of such current assets. Any contingent liabilities, 
not expressly shown on the balance-sheet, shall be 
shown in a footnote insofar as good accounting prac- 
tice may require. 

Loans or advances between the issuer and any sub- 
sidiary, or between a subsidiary and another sub- 
sidiary, whether or not consolidated, shall be shown 
either as separate items on the appropriate balance- 
sheets or as footnotes to the consolidated balance- 
sheet. 

Amounts due from directors, officers and employees 
(not including normal amounts arising in the ordi- 
nary course of business), and securities of the issuer 
(if carried as an investment) and securities of any 
subsidiary, shall be shown as separate items on the 
appropriate balance-sheets. 


If, for any reason, the issuer or the accountants 
are unable to obtain any information required for 
the preparation of the statements in the manner pre- 
scribed, such information need not be given, but 
the facts as to such inability shall be stated in the 
certificate of the accountants. 

(¢) Publication of annual financial statements. 
To publish in the English language the income 
statement, surplus statement, summary of changes in 
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reserves, and balance-sheet required in paragraph 
(4) of this section with the complete certificate of 
the accountants, by releasing copies thereof to the 
public press, in the United States of America, and 
to furnish copies thereof to each security holder of 
the issuer upon request as soon as practicable after 
the close of the fiscal year. 

(a) Stock dividends. Not itself, and not to per- 
mit any subsidiary, directly or indirectly controlled, 
to take up as income stock dividends received at an 
amount greater than that charged against earnings, 
earned surplus or both of them by the company pay- 
ing such stock dividend. 

(e) Surplus of subsidiaries. Not to treat earned 
surplus of a subsidiary created prior to acquisition 
of such subsidiary as a part of earned consolidated 
surplus of the issuer and of its subsidiaries, and 
not to credit any dividends declared out of such 
surplus of the subsidiary to the income account of 
the issuer or of any other subsidiary. 

(f) Intercompany profits. To make appropriate 
reserves, insofar as good accounting practice may 
require, in respect of profits arising out of all trans- 
actions with unconsolidated subsidiaries, in either 
the parent company or the consolidated statements 
mentioned in paragraph (a). 

(g) Accounting changes. Not to make any ma- 
terial change in depreciation rates or policies or in 
accounting principles or in their application with- 
out describing such change in the next succeeding 
published balance-sheet. 

Under article VIII, relating primarily to in- 
vestment companies, it is required that the in- 
vestment banker 

“Shall use his best efforts to cause the invest- 
ment company to prepare and distribute to its stock- 
holders quarterly statements and annual financial 
statements, such annual statements to conform to the 
standards required by section 1, article IV, of the 
rules.” 


COMMENT ON ACCOUNTING PROVISIONS 


After the announcement of the proposed 
rules, the following statement by John F. 
Forbes, president of the Institute, appeared in 
The Commercial and Financial Chronicle, the 
New York Sun, and other publications: 

“If the rules of fair practice proposed by the In- 
vestment Bankers Association are adopted, American 
investors will have the protection of independent 
audits to substantially as great an extent as does the 
British investor under the companies act. The 
I. B. A. rules would overlap to some extent the 
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provisions of the federal securities act, but appar- 
ently they would cover, in addition, issues of securi- 
ties marketed entirely within the boundaries of one 
state. Such issues are exempt under the securities 
act. These rules, together with regulations now en- 
forced by the New York stock exchange and other 
securities exchanges and the provisions of the securi- 
ties act would insure scrutiny by an independent ac- 
countant of the accounts of the great majority of 
companies offering to the public securities in excess 
of $100,000. 


“The I. B. A. rules prescribe that no investment 
banker shall be the originator of any investment 
security with certain exceptions unless he agrees with 
the issuer to cause financial statements to be audited 
by an independent or certified public accountant and 
made available to the investor at the end of each 
fiscal year following the issue. Stock exchange 
regulations and the Fletcher-Rayburn bill to regulate 
security exchanges also provide for recurrent annual 
audits in addition to the independent audit pre- 
requisite to listing or fegistration. The agreement 
on the part of the issuer to issue annual statements 
certified by independent auditors is, perhaps, of more 
importance to the investor than the audited state- 
ment required at the time of issue because it will 
afford authentic information as to the progress of 
the company whose securities he has acquired. 


“Municipal and governmental issues are exempt 
in the proposed rules of fair practice, as in the case 
of the securities act, from the independent audit re- 
quirement, and such issuers are simply required to 
provide the investment banker for submission to in- 
vestors ‘adequate information’ regarding the financial 
condition of the issuer. The efforts of the National 
Association of Municipal Finance Officers in col- 
laboration with the American Institute of Account- 
ants and other organizations to improve accounting 
practice of governmental subdivisions and to en- 
courage independent audit of municipalities and 
counties may make it possible in the near future for 
taxpayers and investors to obtain information as 
complete as that required in the case of industrial 
issues 


“The I. B. A. rules. set forth at some length the 
minimum information to be disclosed by financial 
statements of issuers. They contain a significant 
provision that any changes in accounting principles 
or methods, particularly depreciation rates, shall be 
indicated in the next succeeding balance-sheet. A 
similar regulation has recently been adopted by the 
New York stock exchange and is distinctly a step 
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forward. It prevents misinterpretation of the facts 
in comparison with earlier statements based on dif- 
ferent accounting principles or methods. The pro- 
posed rules of fair practice also require publication 
of the accountant’s full certificate with the annual 
report in order that the investor may be informed 
of the qualifications and limitations of the audit.” 


State Legislation 


WASHINGTON 

The new accountancy law enacted in the state 
of Washington, the text of which was reprinted 
in the February Bulletin, provides for the issu- 
ance of a licence to practise as a public account- 
ant to any person over 21 years of age and 
of good moral character who submits satisfac- 
tory evidence that he has been in practice as a 
public accountant for a period of three years. 
Recipients of such licences are authorized to 
use the designation “Licensed public account- 
ant.” There appears to be no provision re- 
stricting the practice of accountancy to those 
holding such licences, nor does the new act seem 
to have any effect whatever upon the existing 
C. P. A. law. There is no limitation of time 
in which licences may be obtained. In other 
worcs, any one who in the future submits satis- 
factory evidence of three years’ practice appar- 
ently may obtain a licence without examination. 


The practical effect of the new legislation 
apparently will be that three classes of pro- 
fessional accountants will exist in Washing- 
ton: first, certified public accountants; second, 
licensed public accountants and, third, those 
public accountants who are neither certified nor 
licensed. 


An association of public accountants with 
headquarters in Illinois has issued a circular 
letter pointing out that the new Washington act 
apparently contains no residence provision and, 
accordingly, any public accountant who is a 
citizen of the United States and has had three 
years’ practice as a public accountant, or in the 
employ of a public accountant, may obtain a 
licence in the state of Washington upon pay- 
ment of a fee of $25. 


KENTUCKY 


Kentucky house bill No. 709, introduced in 
the legislature February 21st, would amend the 
existing accountancy act of the state by adding 
a waiver clause permitting the issuance of 
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C. P. A. certificates without examination to any 
one practising within the state who makes ap- 
plication before July 1, 1934. The bill also 
includes a provision which would restrict the 
practice of accountancy after July 1, 1934, to 
those who had obtained a certificate as a cer- 
tified public accountant from the Kentucky 
state board of accountancy. The Kentucky So- 
ciety of Certified Public Accountants has pro- 
tested against the bill. At a special meeting 
of the society at Louisville resolutions con- 
demning the measure were prepared for sub- 
mission to the legislative committee concerned. 
The Kentucky society stated that the bill, if 
adopted, would nullify the efforts of certified 
public accountants in Kentucky during the past 
eighteen years to give real meaning to the 
C. P. A. certificate of that state. 

The committee on state legislation of the 
American Institute of Accountants has volun- 
teered to assist the Kentucky society in any pos- 
sible way in combatting the bill. 


VIRGINIA 


A bill proposing the addition of a waiver 
clause to the state accountancy law was intro- 
duced in the Virginia legislature February 19th, 
under the designation H. B. TN-528. As this 
Bulletin goes to press Virginia accountants re- 
port that the bill has been killed. 

The measure would have provided for issu- 
ance of C. P. A. certificates without examina- 
tion to public accountants registered under the 
1928 law who had been in practice for at least 
seven years. The Institute’s committee on state 
legislation, upon learning of the introduction 
of the bill, offered to codperate with local ac- 
countants in opposing it. 


Carl D. Op imer announces the removal 
of his offices to 121 East Sixth street, Los 
Angeles. 


Hicklin & Redmond, certified public account- 
ants, of San Francisco, announce the removal 
of their offices to suite 834-846 Russ building. 


Leon E. Williams, of Washington, D. C., has 
announced oo of offices at 36 West 
44th street, N. Y. 


Rulings under Securities Act 


AUDIT REQUIREMENT WAIVED 

In ruling recently upon the effectiveness of 
a registration statement filed under the federal 
securities act by Konversionskasse fur deutsche 
Auslandsschulden, of Berlin, the federal trade 
commission waived the requirement for an 
audit by independent public or certified ac- 
countants. The statement covers scrip to be 
issued in part payment of interest due in 
America on certain German dollar bonds. 

Representatives of the registrants stated that 
it would be impossible for the issuers to com- 
ply with the requirement since in Germany this 
class of accountants did not exist. The com- 
mission thereupon adopted a general rule waiv- 
ing certification in cases of this kind. 

IssuES EXEMPT FROM REGISTRATION 

Securities proposed to be issued by a cor- 
poration organized and operated exclusively 
for social, literary, artistic or athletic purposes 
and not for profit are exempted from registra- 
tion under the securities act, according to a 
rule adopted by the federal trade commission 
on February 16th, subject to the following 
provisions: 

1. That no portion of the issue be issued other- 
wise than for cash. 

2. That the aggregate amount at which the issue 
is offered does not exceed $100,000, exclusive of 
accrued interest and/or dividends. 

3. That the net cash proceeds, after deducting 
all expenses for distribution, realized by the issuer 
from all other securities issued by it within one year 
previous to the offering of these securities, together 
with the net cash proceeds to be realized from the 
present issue, shall not exceed $100,000. For the 
purpose of this provision, only such securities are 
considered as are unregistered and would have re- 
quired registration but for the provision of part 4 
of this rule. 

4. That no commission or other remuneration 
shall be paid or given directly or indirectly in con- 
nection with the offering or issue of the securities. 

5. That the price at which the securities are is- 
sued shall be not less than $100 a unit. 

6. That no portion of the issue exempted shall 
be issued to other than bona fide members or mem- 
bers-elect of the issuer. 

7. That the purposes to which the proceeds of 
the issue are to be devoted shall be all or any one 
of the purposes for which the issuer is operated. 
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Institute’s Memorandum on Proposed 
National Securities Exchange Bill 


After study of the provisions of the proposed 
national securities exchange bill affecting the 
practice of accountancy and the presentation of 
corporate reports, the American Institute of Ac- 
countants, under date of March 6th, submitted 
to the senate committee on banking and cur- 
rency a memorandum recommending revision 
of the bill in certain particulars, the text of 
which is as follows: 

This memorandum is respectfully submitted to the 
congressional committees which have under con- 
sideration the so-called national securities exchange 
bill of 1934, on behalf of the American Institute of 
Accountants, national professional accountancy or- 
ganization. 


ANNUAL AND QUARTERLY AUDITS 


Section 12(a)(2) of the bill would require every 
issuer of a security registered on a national securi- 
ties exchange to file with the federal trade commis- 
sion annual and quarterly reports, including among 
other things a balance-sheet and _profit-and-loss 
statement certified by an independent public account- 
ant. 

We approve the requirement of at least one re- 
port each year certified by independent public ac- 
countants. This is in accord with what is commonly 
regarded as good practice. 

It is preferable that the certified report be ren- 
dered as of a date marking the end of the natural 
business year of the company concerned (which is 
not necessarily December 31st) i.e., the date most 
closely coinciding with the termination of the annual 
business cycle, which is also usually the date at which 
inventories are at their minimum. The work of the 
regulatory body would be facilitated by spreading 
the closing dates of various industries in accord 
with their natural fiscal periods, and resulting 
financial statements would be more valuable for com- 
parative purposes. It is suggested that there be in- 
setted in Section 12(a)(2) a provision making it 
clear that annual reports are to be filed as of the 
date marking the end of the natural business year 
of the company concerned. 

However, there is serious question in our minds 
whether the requirement of quarterly reports certi- 
fied by independent public accountants is desirable 
in all cases. 

Accounts are essentially continuous historical rec- 
ords and accounting statements for brief periods of 
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time are less significant and valuable than for longer 
periods of time. On the basis of personal judgment 
and convention certain charges and credits must be 
assigned more or less arbitrarily to one period or 
another, and when the period is as short as three 
months it is very difficult to prepare accounting state- 
ments which are not open to the danger of mislead- 
ing the uninformed reader. Items of income or ex- 
pense which are extraordinary or unusual in either 
nature or amount influence the net result shown for 
a given quarter to a greater disporportionate extent 
than they would influence the net result shown by 
an annual statement which includes the same items. 
Many businesses are of a highly seasonal nature, 
e.g., automobile, department stores (with Easter and 
Christmas seasons), flour milling and other indus- 
tries related in one way or another to agriculture, 
and the real result of the operations is not dependent 
on a few months—as quarterly—but on at least the 
full annual cycle. It must therefore be recognized 
that the results shown by quarterly statements can 
not be stated with the same degree of accuracy as 
statements for a longer period, such as annual state- 
ments. 


It is not intended to be argued that corporations 
generally should not inform their stockholders quar- 
terly of the corporation’s progress, but it should be 
recognized that such quarterly statements are to a 
greater extent dependent upon estimates than needs 
to be the case with statements for longer periods. 
Neither is it argued that more frequent than annual 
examinations of corporate accounts are not desirable, 
but to require that quarterly statements must be certi- 
fied would tend to give them a weight and authority 
beyond that which they inherently possess, and might 
well lead investors to place an undue reliance thereon. 

In view of the foregoing, it would be unreason- 
able, and indeed improper, to place upon public ac- 
countants, with respect to quarterly statements, the 
heavy burden of responsibility set forth in section 
17 of the bill. 

If it is considered essential that independently 
audited statements be submitted more often than 
once a year, there would be less objection to semi- 
annual reports than to those covering only three 
months. 


LIABILITY 


Section 17(a) of the bill provides that account- 
ants may be sued for damages if they have made any 
statement which is false or misleading in respect to 
any matter sufficiently important to influence the 
judgment of an average investor. It will, of course, 
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become tue duty of the courts to determine what 
might influence the judgment of an “average in- 
vestor”, as the courts have had for many years the 
duty of determining what might be the actions or 
the judgment of a “reasonable man”. The term 
“average investor” has had no judicial determination. 
It is, in fact, novel to the law, and the type of per- 
son who is an “average investor’’ may vary greatly 
in different parts of the country. We suggest, there- 
fore, that the phrase “an average investor’ appear- 
ing in section 17, page 32, line 2, be changed to “a 
reasonable man”. The action and the judgment of 
“a reasonable man”, and consequently matters which 
would influence that action or judgment, can in har- 
mony with the existing general law be readily de- 
termined by the courts. 


It is necessary for us to object most strenuously 
to the measure of damages outlined in section 17(b) 
and (c). Under these provisions it is possible that 
an accountant who had made an honest error might 
be held liable for an amount which would have no 
relation whatever to the amount of damage oc- 
casioned by his error. The accountant is an expert 
exercising his professional skill and judgment for a 
fee. It seems to us that there is no precedent in 
law or equity on the basis of which such an expert 
should be exposed to immeasurable liability in the 
absence of fraud. 


It seems perfectly possible that under section 
17(b) and (c) an investor who had sustained loss 
might, if he discovered an error in the statement 
certified by an independent accountant, sue that ac- 
countant for a sum much greater than the amount 
of the damage occasioned by the accountant’s error. 
Such a provision would be likely to encourage un- 
warranted suits against accountants and would im- 
pose upon the profession the heavy financial burden 
of defending such suits even though the courts found 
the accountants blameless. 

No reputable accountant has any desire to deny 
or ignore his responsibility to those who rely upon 
statements which he certifies. The courts under ex- 
isting law have already imposed upon accountants 
a financial liability quite sufficient to deter any ac- 
countant from deliberate fraud or deceit. A public 
accountant’s reputation for probity is his chief as- 
set, and no one would be willing to risk the pro- 
fessional destruction which certainly follows dis- 
covery of a dishonest or a careless act. 

It seems to us that the measure of damages im- 
posed upon accountants by section 17(b) and (c) 
is of a punitive character which is unreasonable and 
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unwarranted by the record of the accountancy pro- 
fession in the United States, and we respectfully re- 
quest that it be modified. 


UNIFORM ACCOUNTING 


Under section 18(b) of the bill the federal trade 
commission would have power to prescribe uniform 
accounting for industry. This provision we believe 
does not belong in a bill designed to regulate 
national securities exchanges. 
great importance that it should be considered as a 
separate problem. We understand that a commit- 
tee on uniform accounting and statistical reporting 
for industry appointed by the secretary of commerce 
is now giving thought and study to the matter. 

The application of attempted uniformity in the 
keeping of the accounts of public utilities and rail- 
roads has not tended toward the presentation of 
more dependable financial statements by companies 
in those fields than has been the case with industrial 
companies. On the contrary there has been a greater 
advance in the accounting practices and in 
the recognition and treatment of such problems as 
those arising with respect to allowances for depre- 
ciation of plant and property, etc., in the case of 
representative industrial companies than in the fields 
subject to governmental regulation of accounting. 
Uniformity of principles is vastly more important 
than superficial uniformity of form. 

It should also be observed that, if public account- 
ants are to have imposed upon them the heavy bur- 
den of responsibility set forth in section 17, there 
is a gross inequity in empowering a body—which 
obviously does not, and can not, have the background 
of professional training and experience in account- 
ing essential to enable it to speak the last word on 
such a subject, and the immediate first hand contact 
with new problems constantly arising—to prescribe 
the form or manner in which the financial state- 
ments to be certified by the public accountant shall 
be prepared. Rigidity of form may be dangerous 
because it can not, in the very nature of the case, 
permit provision for the disclosure required with 
respect to new developments or new situations hav- 
ing an important bearing upon the statement of the 
results of a company’s operations or of its financial 
position. A sufficient, and at the same time more 
reasonable, requirement is that the federal trade com- 
mission may call for the disclosure in the financial 
statements of any information which it deems 
essential to the completeness or clear understanding 
thereof. 


It is a matter of such. 
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In the final analysis, the problem of disseminating 
reliable financial information to investors is not de- 
pendent upon the application of uniform accounting 
methods or upon a rigid uniformity in form of the 
statements to be submitted to investors. Further, the 
introduction of uniform accounting methods or of 
uniform forms of financial statements will not solve 
the problem. 

Accordingly, we believe it inappropriate and un- 
desirable from the point of view of the investor that 
there be included in this bill a provision authorizing 
the trade commission to prescribe accounting forms 
and methods. We respectfully recommend the elimi- 
nation of section 18(b). 

Representatives of the Institute would be glad to 
enter into discussion of any of the questions raised 
herein. 


Discussions on Competitive Bidding 


The ethical problems involved in competitive 
bidding for accounting engagements have been 
the subject of much discussion at meetings of 
accountants during recent weeks. There seems 
to be general agreement that the practice should 
be avoided, but doubt remains as to the solu- 
tion of certain practical difficulties that might 
prevent the enforcement of prohibitory rules. 

The answers received to a questionnaire cir- 
culated by the Los Angeles chapter of the Cali- 
fornia State Society of Certified Public Account- 
ants in preparation for a recent joint meeting 
of that chapter and regional members of the 
American Institute of Accountants show a defi- 
nite sentiment against the practice. The answers 
were discussed at length at the meeting and 
were made the subject of an address by Reynold 
E. Blight. 


For the purpose of the questionnaire, a com- 
petitive bid was defined as ‘‘a bid that includes 
some special inducement to the client in the 
matter of charges to be made or work to be 
performed, which would not be made if it 
were not known that some other accountant 
was also bidding for the work.” The questions 
follow: 


As a general practice, from the accountants’ point 
of view, with respect to competitive bidding, can 
you see: 

1. Any advantages? 

2. Any disadvantages? 

3. Do the advantages outweigh the disadvantages ? 
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4. Do the disadvantages outweigh the advantages? 

5. Should any distinction be made between gov- 
ernmental and commercial engagements ? 

6. Do you favor accountants refusing to submit 
bids for governmental engagements? 


From the clients’ point of view, can you see: 

1. Any advantages? 

2. Any disadvantages? 

3. Do the advantages outweigh the disadvantages ? 

4. Do the disadvantages outweigh the advantages? 

5. In case the majority of our members were 
opposed to competitive bidding, would you join with 
them in agreeing to forego the practice at all times 
in the future? 


The replies have been analyzed as follows: 


Question Unqualified Qualified 
Number Yes No Yes No 
1 8 35 3 2 
2 48 1 
> 5 37 1 
4 40 3 1 
5 4 40 4 
6 34 8 2 3 
1 25 16 Fj 
2 44 1 3 
3 9 30 3 
4 32 4 2 1 
5 21 1 25 


In his address, Mr. Blight pointed out that 
many of the qualifications to the replies re- 
ceived indicated that circumstances often pre- 
vented the accountant from following his own 
inclination in the matter of competitive bid- 
ding. He cited laws that require the submis- 
sion of bids for accounting work, and said 
that a consistent practice on the part of reput- 
able accourtants of refusing to submit bids 
might throw a large volume of work into the 
hands of irresponsible and incompetent men. 

The deiinition formulated by the Los An- 
geles chapter was taken by Charles C. Potter, 
of Orlando, Fla., as the basis of an address be- 
fore the last semi-annual meeting of the 
Florida Institute of Accountants. 

He stated that although no accountant in 
Florida believes that competitive bidding is a 
sound practice, especially for professional 
work, the practice has increased from year to 
year until it has become a serious menace to the 
welfare of the accountancy profession and to 
their clients. 
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Saying that the practice has grown because 
of the lack of a practical program to check it, 
Mr. Potter then discussed certain steps which 
it has been suggested might be taken: 


“Probably the best remedy for the evil is educa- 
tion. In order to make an educational program ef- 
fective sufficient money should be raised for radio 
talks, publicity in newspapers and trade magazines 
and direct appeal to members of governing bodies 
of municipalities. The campaign should be carried 
on over a period of years. 

“The suggestion that I consider the most impor- 
tant is that the accountants request the state board 
of accountancy to pass a rule of professional con- 
duct in regard to competitive bidding which would 
read somewhat as follows: “The state board of ac- 
countancy recognizes the fact that competitive bid- 
ding has a disastrous effect upon the rendition of 
an adequate service to the client and proper remuner- 
ation to the accountant, and the board further be- 
lieves that an intelligent bid cannot be made for 
any accountancy engagement until a definite scope 
of the audit be worked out. It is therefore declared 
by the state board of accountancy that the practice 
of making competitive bids without submitting there- 
with a detailed scope of the work to be performed 
is an unethical practice and is contrary to the proper 
professional conduct within the meaning of the ac- 
countancy law and any violation of this rule is just 
ground for the suspension of the certificate of any 
holder as provided in the act.” 


A committee on competitive bidding of the 
Maryland Association of Certified Public Ac- 
countants recently reported as follows: 


“To properly define competitive bidding it is the 
thought of your committee that the term should only 
apply to engagements where actual bids have been 
solicited by the prospective client. The committee 
feels that under no consideration should the term 
competitive bidding be applied to the so-called door- 
to-door solicitation. 

“It often happens that under the law, the states, 
counties and municipalities are required to either 
advertise or ask for bids on their accounting work. 
It is the law and must be complied with. The main 
difficulty in such bidding, however, is the absence of 
any specifications as to the scope of the work to be 
done, the bid merely asking for prices on an audit. 
Your committee deems it advisable to suggest to 
members bidding on such work that they at least ask 


for some specification, scope or other idea of the 


amount of work to be done before placing their bids, 
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and make sure at the same time that other bidders 
are bidding under the same specification. 

“There is a second class of bids that are often 
asked of accountants. Without the knowledge of 
the accountant who has probably been doing his work 
for a number of years, a business man will quietly 
solicit bids from other accountants. As a matter of 
ethics, and more as a matter of common decency, an 
accountant, before agreeing to bid on such work, 
should bear in mind and actually accomplish several 
things. First, to advise the accountant who has been 
doing the work that he has been requested to bid on 
the engagement, and determine whether there is any 
reason why he should not bid on the work. If 
there is no such reason, he should ask the former 
accountant to advise him of the fee previously paid 
for the work, determine whether there had been a 
dispute with the former accountant, and determine 
the scope of work previously done. Without the 
above facts in his possession, he is more or less in 
danger of making a ridiculous bid to the detriment 
of himself, of the profession as a whole, and ‘like- 
wise of opening a way of discrediting the profession 
in the mind of the prospective client. 

“In all such bidding the client is naturally inter- 
ested in getting a cost figure on the proposed en- 
gagement and accountants have been prone to name 
a flat fee, in most instances without any qualifica- 
tions as to fraud or other contingencies which might 
run the cost of the engagement to a figure ten times 
the amount of the bid. It is the thought of the com- 
mittee that the bidding of flat figures is wrong and 
the best way to overcome this vexatious problem of 
competitive bidding is for the members of this asso- 
ciation to agree to bid only their fixed per diem rates 
on the engagement.” 


Bill to Limit Agents Fees 


As this Bulletin goes to press there appar- 
ently has been no action taken upon the so- 
called ‘Fraudulent and excessive claims act” 
(U. S. Senate 2805), which would limit the 
fees of agents or attorneys representing claim- 
ants against the United States. The bill pro- 
vides that $5,000 or 20% of the amount re- 
covered or allowed, whichever is lower, shall 
be the maximum fee for an agent or an 
attorney. 

In the case of claims or demands completely 
disallowed, a maximum fee of $50 is stated, 
except when the government tribunal having 
jurisdiction may allow equitable compensation 
regardless of the foregoing limitations. 
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British Comment on Accountancy 
in America 
The Accountant, official weekly publication 
of the Institute of Chartered Accountants in 
England and Wales, published the following 
comment on the progress of the accountancy 


profession in the United States as a leading 
article in its issue of February 10th: 


THE AMERICAN INSTITUTE OF 
ACCOUNTANTS 


“The American Institute of Accountants has taken 
a rather notable step in circulating to its members 
and associates a special report* of its activities with 
a view to creating a clearer understanding of the 
significance of its work. The report is reproduced in 
full on another page of this issue, and although 
much of its subject matter must necessarily be for- 
eign to British conditions, we suggest that our 
readers will find that a perusal throws a remarkable 
light on the American conception on the position of 
accountants in business and public life. 

“The absence from the American scheme of com- 
pany law of the compulsory audit, such as is familiar 
on this side, is a matter of common knowledge. The 
Americans have, however, reached very much the 
same goal as their British cousins, although by a 
different road. The practical equivalent of com- 
pulsory audit, at least for the larger public com- 
panies, has been arrived at by the decision of the 
New York stock exchange, announced twelve months 
ago, that applicants for official quotations shall be re- 
quired to submit to the exchange financial statements 
“certified by independent auditors” and to agree to 
submit independently certified statements to stock- 
holders every year thereafter. For us, the interest 
of this result lies in the fact that the American com- 
pulsory audit is not design~d, like its British counter- 
part, to comply with the interpretation of a statute. 
The cramping effect of the British arrangement is 
so well understood that it needs no explanation in 
this journal, and it will be extremely interesting to 
watch whether the American solution of the prob- 
lem will furnish a degree of elasticity such that 
stockholders on the one hand will understand the 
necessary limitations of the protection afforded, and 
such that auditors on the other hand will be en- 
abled to adjust their activities to the various nature 
of practical circumstances. 


*Special report to the membership dated Decem- 
ber 1, 1933. 


13 


“In this riatter, the New York stock exchange 
has throughout kept in the closest possible touch 
with the accountancy profession. On 13th May, 
1933, we printed a letter addressed by the exchange 
to every corporation whose securities were listed in 
which the corporations were asked to secure from 
the auditors information on stated points relating 
to the efficiency of the audit actually performed. In 
response to that letter, a group of several large firms 
prepared a joint letter which we reproduced in the 
same issue. The reason why we draw attention at 
the moment to that letter is because it contains a 
very well stated reminder that the scope of any audit 
whatever must necessarily be limited at some point, 
and that the real problem is to ‘develop a general 
scheme of examination of accounts under which 
reasonably adequate safeguards may be secured at a 
cost that will be within the limits of a prudent 
economy’. If the powers that be, in England, could 
have received a similar remainder at a very early 
stage, how different the history of auditing might 
have been. Our American brothers commence with 
an advantage which we never enjoyed, and it is 
reasonable to hope that they may make the most of 
their opportunity. 


“The activities recounted in this report make up 
together a truly impressive list, and it must be said 
that not all of the items arise out of conditions 
which are exclusively American. Our attention is 
particularly attracted by the reference to a standard 
form of bank confirmation. In this country it is 
customary that the balances standing in the bank 
accounts of clients are confirmed in the course of 
mere correspondence between the auditor and the 
bank concerned. The banker, for his part, naturally 
regards the contingency that a confirmation may be 
asked for at any moment as an important part of 
his internal check, and it is a small but telling point 
that part of the efficiency of his check is destroyed 
if the amount to be confirmed is suggested to him 
in the first instance by the auditor. On the other 
hand, it is extremely important that the auditor 
should be safeguarded against the possibility that 
there may be other accounts at the client's disposal 
which have not been disclosed to him, or that there 
may be securities lodged or set-off available of which 
he has no cognizance. We think therefore that it is 
a very good idea that a standardized form of request 
should be agreed so that each party may obtain the 
full benefit and protection of the procedure adopted. 
It is perhaps not too much to hope that on this side 
we may before long take the hint. 
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“We are also very pleased to see that a preliminary 
report on accounting terminology is nearing com- 
pletion. That the difficulties which a report of that 


subject is designed to remedy are not confined to 


America is a well-known fact, and a very small ac- 
quaintance with English professional literature 
proves the urgency of the work. It is hardly likely 
that the vocabulary to be used on this side would 
accord exactly with an American edition, but the 
needs of accountancy are to a sufficient extent uni- 
versal to enable us to extend a welcome to the forth- 
coming publication. It seems to us highly probable 
that it may be found possible to adapt this work 
so as to form the basis of a similiar document ap- 
plied to British conditions. 

“The desirability of amending the calendar in the 
direction of the formation of a natural business year 
has always been acknowledged in The Accountant, 
and we are accordingly glad to see that the Ameri- 
can Institute has seized the opportunity provided by 
the American economic reorganization now going on 
to point out the advantages of a uniform natural 
fiscal year throughout. entire industries. This is a 
point which affects the use of accounting by busi- 
ness units more closely than it affects the functions 
of auditing, but it must be obvious that full advan- 
tage cannot be taken of accounting for purposes of 
business control unless the results of accounting are 
applied to periods which are, in the scientific sense, 
truly comparable. 

“Our final comment must be more general in char- 
acter. No reader can fail to note that this report 
embodies a conception of the functions of a pro- 
fessional association which is far in advance of Brit- 
ish practice. It breathes a spirit of ‘getting things 
done’. We must confess that the equivalent docu- 
ments issued on this side suffer badly by comparison. 
It ought to be possible, without practising the more 
blatant forms of ‘boost’, to profit by a reading of 
so good an American example as this of what might 
be done nearer home.” 


Eustace LeMaster, of Spokane, Washington, 


has been elected vice-president of the Spokane 


chamber of commerce. He recently spoke at a 
meeting of the Newport Commercial club on 
“Money.” 


W. A. Paton, of Ann Arbor, Michigan, 
2 at a meeting of the Ann Arbor Exchange 
club, February 26th, on “Municipal owner- 
ship.” 
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Conference of Accountants and 
Financial Writers 


Editors and: writers of metropolitan news- 
papers, statistical services and financial maga- 
zines recently met with officers of the New 
York State Society of Certified Public Account- 
ants to discuss the proper presentation in the 
press of annual reports of corporations. 

During the discussion, several suggestions 
were made, among them the following: 


1. Because of the volume and variety of cor- 
porate statements that come to the desk of the finan- 
cial writer, the accompanying summaries prepared 
by publicity or advertising agents often receive more 
attention than the reports themselves. Auditors 
should see that these “releases” properly reflect the 
major items of the report and set forth all 
qualifications. 

2. The reports should be made available to news- 
papers well in advance of the date of their release 
for publication. Material giving the necessary data 
for comparisons and stating changes adopted in ac- 
counting methods should accompany the report. 

3. To enable the writer to give the public an 
adequate interpretation of the company’s financial 
condition, the report should state: 

a. If unrealized profit has been reflected in the 
income account. 

b. If capital surplus is used to relieve the in- 
come account of charges. 

c. If earned surplus of a subsidiary is a part of 
earned surplus of the parent company. 

d. If dividends on its own stock held are credited 
to income account. 

e. If notes receivable from officers are shown 
separately. 

4. The accountant’s qualifications to the report 
should be clearly and prominently stated in the cer- 
tificate, and explanation of them should be freely 
given the financial writer by the accountant. 

5. Closer codperation between accountant and 
financial writer, resulting in greater publicity to the 
qualifications and recommendations in the account- 
ant’s report, should make corporate management 
more sensitive to the implications of the accountant’s 
certificate and result in more adequate reports. 


Following the conference most of the New 
York newspapers published an account of the 
proceedings, with comment on the problems 
which had been under discussion. 
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Accounting Information Required 
by Banks Extending Credit 


In a recent publication of the Guaranty Trust 
Company of New York, entitled ‘A bank’s re- 
lations with its customers,’ Stuart H. Patterson, 
vice-president and comptroller, outlines the in- 
formation needed as a basis for the extension 
of credit and the analysis of this information 
usually made by the bank. Mr. Patterson lists 
the items required as follows: 


“1. Latest available balance-sheet; also balance- 
sheets for preceding two or three years, if they are 
not already in possession of the bank. Accounts 
should be grouped on balance-sheets to show the cur- 
rent assets and current liabilities separately from 
other assets and liabilities. The items in the former 
group should include the following accounts: 


Current Assets—cash in office and in banks, cash 
margin with banks, cash deposits in foreign coun- 
tries (if unrestricted), cash advances for goods not 
invoiced, cash in sinking fund to be utilized within 
one year, certificates of deposit with banks, foreign 
exchange, notes receivable of customers, accounts re- 
ceivable of customers, raw goods, goods in process, 
manufactured stock, goods in transit (if included in 
accounts payable), goods on consignment; govern- 
ment bonds, other temporary investments if readily 
convertible into cash, accrued interest receivable. 


“Current Liabilities—notes payable to banks, to 
brokers, for merchandise, accounts payable due 
within one year from date of balance-sheet, payrolls 
due and accrued, reserves for bad debts, reserves for 
inventory losses, reserves for contingencies unless 
entirely unallocated and in the nature of a general 
reserve, customers’ deposits, accrued interest payable, 
dividends payable, chattel mortgages, notes or ac- 
counts payable to affiliated or associated companies, 
all other liabilities the maturity of which is not 
specified except capital stock, bonds or mortgages 
maturing within one year. 


“2. Statement of the manner of valuing goods 
in inventory. Inventories should be at cost or market, 
whichever is lower. 


“3. Amount of insurance carried on plant and 
the amount on merchandise. 

“4. Amount of notes and accounts receivable, 
past due or of doubtful value. 

“5. Statement of amount, if any, of notes re- 
ceivable, accounts receivable, or merchandise pledged 
to secure indebtedness. 
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“6. Amount of notes receivable under discount; 
also any other contingent liability, as endorser or 
otherwise. 

“7. Full and clear explanatory notes of all un- 
usual items in balance-sheet, to insure fair consider- 
ation of them by the bank. Otherwise the bank, in 
order to be on the safe side when there is ambiguous 
wording or lack of detailed explanation, will classify 
such an item as slow assets, if it is an asset, or 
among the current liabilities, if it is a liability. 

“g. Statement of any contemplated construction 
or capital expenditure during the year, and the means 
by which it will be financed. 


“9. Earnings statements and profit-and-loss state- 
ments for a period of at least three years. 

“10. Statement of the amount of depreciation 
charged off and the manner of computing it. 

“11. Explanation of any unusual condition in 
connection with the earnings. If they are more or 
less than normal, it is desirable to state reason; and 
if earnings are low, to state what steps, if any, are 
being taken to rectify the trouble. 

“12. A certification of the figures by independent 
auditors. (This is generally preferred by banks.)” 


In discussing some causes of bankruptcy, Mr. 
Patterson states that “inaccurate cost accounts 
or lack of cost accounts have probably been re- 
sponsible for more failures than any other one 
cause. Of the two, the lack of cost accounts 
is probably less harmful than inaccurate figures, 
because with imaccurate cost data, a company 
bases its conclusions upon incorrect informa- 
tion, while with no cost accounts, the company 
at least knows that it is working in the 
Proper cost accounts are absolutely essential to 
the safe conduct of business, unless the margin 
of profit is so great that it may not be vitally 
necessary to watch the costs. It need hardly 
be said, however, that it is always desirable 
to know the facts.” 


In another booklet published recently by the 
Guaranty Trust Co. of New York, entitled 
“What the items in a bank statement mean,” 
Mr. Patterson analyzes the contents of the state- 
ment issued by his company under date of De- 
cember 31, 1933, explaining each item in terms 
intelligible to the layman. 


John J. Lang, of St. Louis, is listed as one 
of the consulting editors of the Cost and Pro- 
duction Handbook, recently published. 
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Cost Determination Under N.R. A. 


In his address at the opening of the conven- 
tion called by the national recovery administra- 
tion, at which the public was invited to criticize 
past practices under the codes and to suggest 
changes, General Hugh S. Johnson enunciated 
twelve major points which he considered of 
ptime importance. The “‘selling-below-cost” 
provisions of the codes were placed near the 
top of the list. 


The last two issues of the Bulletin have in- 
formed Institute members of the recommenda- 
tions and suggestions made by individual ac- 
countants on the question of what is cost. The 
first official announcement of the N. R. A. on 
this general subject seems to ignore the ques- 
tion of defining cost and to place in the hands 
of each code authority the power to determine 
“the lowest reasonable cost of the products of 
an industry” in times of emergency. Upon ap- 
proval by the administration of such a finding, 
sales below cost so determined would be con- 
sidered an unfair trade practice. This rule is 
given herewith in full: 


“When the code authority determines that an 
emergency exists in this industry and that the cause 
thereof is destructive price-cutting such as to render 


_ ineffective and seriously endanger the maintenance of 


the provisions of this code, the code authority may 
cause to be determined the lowest reasonable cost of 
the products of this industry, such determination to 
be subject to such notice and hearing as the ad- 
ministrator may require. The administrator may ap- 
prove, disapprove or modify the determination. 
Thereafter, during the duration of the emergency, it 
shall be an unfair trade practice for any member of 
the industry to sell or offer to sell any product of 
the industry for which the lowest reasonable cost has 
been determined at such prices or upon such terms 
or conditions of sale that the buyer will pay less 
therefor than the lowest reasonable cost of such 
products. When it appears that conditions have 
changed, the code authority, upon its own initiative 
or upon the request of any interested party, shall 
cause the determination to be reviewed.” 


The question is asked by some accountants, 
without wishing to prejudice the practical 
effect of this rule, how each code authority is 
to determine that an emergency exists or what 
is “lowest reasonable cost’’ unless definitions 
of these terms are agreed upon in advance. 
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Apparently there is still a division of opinion 
among N. R. A. officers on the matter, since 
the consumers’ advisory board is reported to 
have submitted a request to 
that certain reforms in policies and methods 
should be made. Here again the question of 
cost seems to be basic. In criticizing the codes 
now in force, this report includes the follow- 
ing paragraphs on this question: 


“Many of the provisions include such elements of 
cost as charges for excessive and obsolete equipment, 
selling expenses, and even returns on investment. 
Such provisions raise the question whether or not 
recovery can be secured while basing minimum prices 
upon charges for the use of plant and equipment, 
etc., which would only be appropriate to a far larger 
volume of sales and a far larger volume of con- 
sumers’ purchasing power than now exists, and in 
some cases than ever has existed. 

“If the cost provisions of the codes are to pro- 
mote rather than retard the recovery effort, we think 
that the following general proposition should 
govern them: 


“I. Individual cost rather than average cost for 
an industry should be used, and the provision that 
there may be sales below individual cost to meet 
competition should be applicable in all cases. 


“2. For each industry a formula for determining 
cost by each individual concern should be carefully 
defined and approved by an agency of the N. R. A. 
specially equipped to deal with such problems and 
to supervise continuously the working of cost form- 
ulas and cost-accounting systems. 


“3. Such a formula should include actual out- 
lays for labor and materials, both direct and indirect. 
It should not include selling expenses or financial 
costs, or a larger proportion of the total overhead 
than the ratio of the present output to the normal 
output of the enterprise—normal to be taken as the 
average output for a period of years.” 


Aside from the question of selling below 
cost, it is understood that the N. R. A. is recom- 
mending that each code authority “formulate 
an accounting system and methods of cost-find- 
ing and/or estimating capable of use by all 
members of the industry. After such systems 
and methods have been formulated, full detail 
concerning them shall be made available to all 
members. Thereafter all members shall de- 
termine and/or estimate costs in accordance 
with the principles of such methods.” 
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WHAT ACCOUNTANTS ARE SAYING 


THE FAITHFUL SERVITOR 


George Armistead, speaking at the last annual 
dinner meeting of the Texas Society of Certified 
Public Accountants with representatives of other pro- 
fessional organizations, “‘digresses long enough to ac- 
cord credit where credit is due.” “I see before me 
the figure of a man, aged perhaps, or in the full 
strength of years, honest and intelligent. I have 
known this man and many like him. Who is he? 
He is the oldtime bookkeeper, that suppressed but 
faithful servitor, that overworked and underpaid 
inner guard of the proprietor’s treasure, whose work 
has been so much under-valued and whose warnings 
so frequently ignored by those who in the end 
reaped the whirlwind of their folly. Nothing stands 
to honor him. He deserves to be commemorated 
in deathless bronze.” 

The principles of this man’s labor, the speaker 
said, are the lighted lamp of the accountancy pro- 
fession. They are unchanging, because founded on 
the unchanging laws of mathematics. 

“Over a period whose beginning far antedates the 
Paciolo treatise, bookkeeping firmly founded has 
served the activities of men for more than five cen- 
turies. During that time it enlarged but never dis- 
carded a fundamental concept. And through all this 
period, what about some of its arrogant contempor- 
aries of the arts and sciences? The healing art of 
medicine was a congeries of drastic potions, poultices 
and exorcisms; surgery was practised by barbers; it 
was not until about 1628 that Dr. Havery in the 
midst of scoffing and unbelief projected his doctrine 
of the circulation of the blood. For all their pres- 
ent greatness, those two professions were for cen- 
turies hardly above what we presently know as the 
medicine man. Chemistry of today was alchemy of 
yesterday, shrouded in mystery and vagaries. In 
the development of the natural sciences, the preval- 
ence of error and ignorance, long and persistently 
projected, now discarded, is enough to provoke 
laughter. And this has run down to within the 
memory of men now living. How does all this com- 
pare with an art reduced to formulae under the 
aegis of a great university four hundred and forty 
years ago, passed down thecenturies unaltered in 
principle through its manifold applications, serving 
an unavoidable human need? Are not we who are 


the heirs to this discipline entitled to appraise our 
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calling an ancient and honorable one? Even so, but 
we can justify neither arrogance nor egotism; rather 
should we be sobered in the contemp'.tion of a great 
responsibility.” 


DEPRECIATION ON PLANT MACHINERY 


The complexities of computing depreciation on 
plant machinery are described in a letter by Paul E. 
Bacas, of New York, a member of the Institute, to 
the editor of Mechanical Engineering, official pub- 
lication of the American Society of Mechanical En- 
gineers, appearing in the February issue. The let- 
ter takes issue with several points in a discussion 
of the subject by A. W. Benoit in the December is- 
sue of the same magazine. Mr. Bacas’s letter fol- 
lows in part: 


“It would seem that the first consideration in mak- 
ing provision for depreciation would be that as the 
provision cannot be exact it should be excessive 
rather than too low. This would obviate the possi- 
bility of making too great a return to those stock- 
holders who may not hold their interests and also 
prevent the overstatement of the plant assets. 


“It would seem that our problem should be 
limited to making provision for our original invest- 
ment and that changes in costs are financial prob- 
lems and should not be allowed to confuse the de- 
preciation problem which is in itself sufficiently com- 
plex. One may easily visualize a condition where- 
by the provision for depreciation might be revised 
almost yearly so as to improve the results or to make 
a reduction where profits are likely to be high. Dur- 
ing the years 1926 to 1929 we might have accumu- 
lated large reserves to replace the machine at the 
then costs to find that in 1933 such a machine might 
be purchased at less than the original costs. It is 
my opinion that the provision for depreciation should 
be made only to replace the original investment. 


“The author apparently suggests that the amounts 
provided should be segregated and held separate so 
that funds may be available when the replacement 
is made. This might prove to be an expensive 
method of operating if the funds so held give a very 
low return or are invested in securities which had 
to be sold at a loss when the money was needed for 
the replacement. The method suggested has not as 
yet been found to be practical, in my opinion.” 
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CouNTy AUDITORS 


The county auditor is in a sense the representa- 
tive of the taxpayers. Generally speaking, it is 
through him alone that a report, uncolored by any 
political, personal or other bias, is available from 
an authoritative source. So stated Joel Hunter, Jr., 
in a recent address at a meeting of the Fulton County 
Grand Jurors’ Association at Atlanta. 

The relation of the auditor to the county officials 
is almost judicial in the sense that the transactions of 
the county must be scrutinized to see that they are 
in all respects legal and proper, said Mr. Hunter. 
The county auditor must be more thorough in his 
review of many types of transactions than the auditor 
for a business enterprise, since county affairs are so 
largely directed and regulated by law. 

“Several considerations have operated to diminish 
or inhibit the full benefit of county audits. The 
methods of selecting auditors have undoubtedly been 
responsible at least in part for this condition. It is 
unfortunately a very common practice in Georgia 
for the board of commissioners to request bids from 
firms of accountants for this service. Bidding upon 
audit work is generally regarded by accountants as 
unsound practice. The result of asking for bids upon 
county audits has been to attract those auditors who 
are willing to work for the smallest fees and run 
the greater risks. The value of an audit is such an 
intangible thing that it is a wise board of commis- 
sioners who can be moved to select a firm of ac- 
countants whose competitive bid is higher than the 
bids of others.” 


THe Crries LooK To THEIR 
Books oF ACCOUNT 


The difficulties in budget-balancing that have con- 
fronted many cities in recent months and the oppor- 
tunities offered them to borrow money from federal 
agencies have forced city officers to take steps to 
bring their municipal accounting systems up to date. 
A. J. Lynn, of Louisville, develops this thesis in an 
article in The Kentucky City for December. 

“The necessity for clear records is more urgent 
today than ever before due to the fact that it is 
more difficult now for cities to balance budgets than 
it was a few years ago, and to the ever increasing 
requirements of various agencies, governmental and 
otherwise, for financial information about cities,” 
says Mr. Lynn. “A state law in Kentucky makes it 
necessary for cities to publish at stated intervals 
financial statements; the United States department of 
commerce asks for information from time to time; 
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financial and investment houses that have sold bond 
issues for cities frequently make inquiry as to the 
financial standing of cities, and especially so if the 
city is delinquent in interest or bond principal pay- 
ments. 

“Those cities that are seeking a loan under the 
provisions of the national recovery act, under the 
emergency administration of public works through 
the state office of the public works administration 
are of necessity required to install and keep more 
detailed records than heretofore. A specific illus- 
tration of this necessity of records may be found in 
a city that owns a municipal light and water-works 
system but has not previously segregated the income 
received from water and that received from light 
into separate classes of accounts; nor separated the 
expenses of operation of the plant as to light and 
water departments. Such cities seeking federal loans 
to improve the water-works systems, will be re- 
quired to segregate both income and expenses as to 
departments, for the benefit of the water-works in- 
come and the loan liquidation. 

“The above requirements are an advance over the 
old and slip-shod methods of municipal accounting, 
and necessitate records that show income and ex- 
penditures in detail. This is a wide contrast by 
comparison with the old method of charging practic- 
ally all expenditures to ‘general expense’.” 


STATE CORPORATION LAWS 


The new business corporation law of Illinois be- 
came effective on July 13, 1933. A new law was 
passed by Pennsylvania on July 3rd, 1933. These 
two laws, together with the Michigan corporation 
act, the Delaware act, the California act and several 
others have a definite bearing on information which 
must be disclosed in the net worth section of balance- 
sheets. There are many other laws that have similar 
effects. 

Robert E. Payne, of Chicago, recently stated to 
members of the Accountancy club of the University 
of Illinois, “The main trouble comes about because 
of the fact that in order to interpret the provisions 
of the law strictly it may be necessary to violate 
established accounting practice. Many accountants of 
reputation, standing and much ability believe that 
we should more or less ignore the law. On the 
other hand are those who feel that the state laws 
should be followed very closely, but keeping in 
mind, of course, good accounting practice in so far 
as possible. 

“Some of these problems arise from the fact that 
these state laws stipulate that the cost of treasury 
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stock when owned by the corporation itself, reduces 
the surplus available for dividends. Other state laws 
specifically stipulate that this cost must be deducted 
from surplus. Some accountants have been in the 
habit of carrying treasury stock as an asset, though 
under certain conditions it is not generally con- 
sidered to be good accounting practice. Others, 
however, have always followed the orthodox prin- 
ciple that stock repurchased should be deducted from 
the capital stock account itself. The requirements 
of orthodox accounting and the law cannot both be 
entirely satisfied. Accountants would naturally pre- 
fer to display the item as they think it should be 
shown. On the other hand, if they follow orthodox 
practice they may mislead their clients. 


“Some accountants prefer to deduct the entire 
cost of treasury shares from surplus. Others prefer 
to use the old orthodox method and disclose the 
information in footnotes. Still others use the ortho- 
dox method, but divide surplus into two parts, one 
called available for dividends and one not available 
for dividends. There are objections to all of these 
methods, and it may be a long time before we arrive 
at any commonly accepted method. The law is speci- 
fic, and if the accountant ignores the law, some cor- 
poration director may find himself in trouble. The 
accountant’s answer that his statement was prepared 
correctly and that the law is wrong, may not be a 
very convincing argument to a man who is about to 
incur heavy liabilities because of it. 


“This is still quite a disputed and unsettled ques- 
tion. It is probably one of the most current topics 
of discussion among accountants, though it has not 
yet reached the stage where many of their opinions 
are being published. The argument is still too 
young. Personally I feel that balance-sheets must be 
prepared for the information of the reader, and that 
if orthodox accounting methods need to be violated 
in order to set forth properly the information required 
under the law, there is nothing else to do about it. 
On the other hand, this important information to 
the client may possibly be displayed with the mini- 
mum of violation of established accounting methods 
and still set forth proper legal facts.” 


EFFECT OF DOLLAR DEVALUATION ON ASSETS 


Revaluation of balance-sheet figures in terms of 
the devalued dollar is advocated by Henry W. 
Sweeney, a member of the Institute, in an article 
entitled “How the new dollar will affect your as- 
sets”, appearing in Forbes magazine for February 
15th. 
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“Exactly why are the old, unstabilized, un- 
revalued balance-sheet figures misleading to those 
vitally interested in a company?” Mr. Sweeney asks, 
and then gives his answer, as follows: 

“Because two classes of items appear on balance- 
sheets. One of them consists of ‘money-value items’, 
such as cash, accounts receivable and payable, promis- 
sory notes, bonds, mortgages and other obligations 
whose face amounts have been set prior to revalu- 
ation. No matter how much or how little the dollar 
is depreciated, cash and obligations of the kind men- 
tioned above remain at the same value in terms of 
dollars—unless the obligations are ‘valorized’; that 
it, revalued in proportion to the change in the price 
of some commodity. 

“But with ‘real-value items’ the case is radically 
different. These items consist mostly of commodities 
and equities owned—merchandise, real estate and the 
capital stock of other companies, for example. Their 
real value is not fixed in dollars, though their bal- 
ance-sheet value is. When the gold content of the 
dollar is cut (thus leading to the use of more 
money), the prices of these real-value items rise 
sooner or later. Consequently, unless real-value 
items as shown on the balance-sheet are adjusted for 
the decreased value of the dollar, they become great- 
ly understated.” 

After developing this thesis in some detail, Mr. 
Sweeney concludes that “if the dollar is to be valued 
by its gold content, then all figures in the present 
and forthcoming flood of corporate reports for De- 
cember 31, 1933, (reports purporting to set forth 
the financial conditions and profit-and-loss activities 
of the nation’s principle economic units) must be 
adjudged not only wrong so far as real-value items 
are involved, but also incomplete so far as the prob- 
ably great profit-and-loss effects of the progressive 
dollar devaluation are ignored.” 


James L. Dohr, of New York, addressed 
members of the Columbia university chapter of 
Beta Gamma Sigma, national honorary frater- 
nity of students of commerce and business ad- 
ministration, on “‘Overvaluation of assets” at a 
meeting on February 15th. 


Walter A. Staub, of New York, on February 
20th, spoke over radio station WNYC on 
“Problems of industrial taxation.” He also 
addressed members of the Municipal club of 
Brooklyn, February 27th, on “Depression de- 
velopments in taxation.” 
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A Municipal Audits for Information 


of Investors 


The right of taxpayers and holders of muni- 
ipal bonds to accurate information concerning 
a city’s financial affairs was stressed by Walter 
A. Staub, member of the Institute and presi- 
dent of the New York State Society of Certified 
Public Accountants, in a radio broadcast over 
station WJZ and the National Broadcasting 
Company network on March Sth. 


*“We find many undesirable conditions di- 
rectly traceable to shortcomings in present day 
municipal financial reports,” he said. “Tax- 
lacking reliable, up-to-the-minute in- 

rmation supplied from authoritative sources, 
are prone to act on politically motivated rumors 
which create unnecessarily difficult situations 
such as tax strikes and sudden changes in ad- 
ministrations at elections. 

“In such times of uncertainty investors seek 
to sell rather than to buy long-term securities 
for the normal capital expansion programs of 
municipalities. Market values of outstanding 
securities are consequently unduly depressed, 
and new long-term capital becomes prohibitive 
in cost if obtainable at all. 

“Bankers who may usually be relied upon 
for short-term loans and for ordinary financial 
accommodations refuse to continue in their 
usual role. 

“The subject is directly connected with the 
activities of the professional certified public ac- 
countant, because such a practitioner, if com- 
missioned to do so, could have, and in many 
instances, has prepared municipal reports that 
furnish citizens with adequate and understand- 
able information regarding the affairs of their 
cities.” 


NEED FOR STANDARD OF COMPARISON 


The question, “What can be done to help 
our cities?” is being asked throughout the coun- 
try, according to an article entitled ‘““Yardsticks 
of government,” written by Walter Mucklow, 
member of the Institute's special committee on 
governmental accounting, for the February issue 
of the Florida Municipal Record. Mr. Mucklow 
is also chief accountant for the bureau of ac- 
counts, Florida League of Municipalities. 

“No general answer to the question can be 
given because it is seldom that the needs of 
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any two cities are identical,” Mr. Mucklow 
states. “But it may be said with truth that 
probably the greatest need of all is to obtain 
more information, not only as to what one city 
is doing, but also how its results compare with 
those of other cities. 

“The inability to make trustworthy compati- 
sons of the results obtained deprives all cities— 
whether large or small, whether well managed 
or ill managed—of the use of the yardstick af- 
forded by comparisons, which is one of the 
most powerful aids we have to enable us to 
secure efficient management. 

“The cure for this defect is the adoption by 
all cities of a uniform system of classification 
of their accounts, and the first efforts of the 
bureau will be the preparation and presenta- 
tion of such a system suitable for Florida cities 
and in conformity with the one which will be 
prepared by the national committee, whose 
headquarters are in Chicago.” 


News of Local Societies 


WESTERN MICHIGAN 
The Western Michigan chapter of the Michigan 
Association of Certified Public Accountants met on 
February 20th at Grand Rapids to hear an address 
by D. W. Springer, secretary of the Michigan state 
board of accountancy and of the American Society 
of Certified Public Accountants. 


PHILIPPINE ISLANDS 

Members of the Philippine Institute of Certified 
Public Accountants recently attended an outing at 
the country estate of Juan Posadas, near Manila, in 
honor of James Weldon Jones, a member of the 
American Institute of Accountants, who has been 
appointed insular auditor by the president of the 
United States. Mr. Jones is the second insular audi- 
tor to hold a C. P. A. degree. All municipal, pro- 
vincial and fiscal affairs of the islands are centralized 
under the office which he now holds. 


NorRFOLK 

The historical background of current state and 
local tax legislation in the Southern states was pre- 
sented at a meeting of the Norfolk chapter of the 
Virginia Society of Public Accountants on March 
2nd by B. A. McKinney, a guest speaker. The ad- 
dress was followed by open forum discussion of the 
present tax situation. 

The Norfolk chapter was organized only a month 
or two ago. W. R. Tolleth is president, and A. 
Vernon Sheffield is vice-president. 


